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Coforge Limited

Equity dilution drives our rating downgrade

= Cigniti acquisition drives ~6pp cut in our FY24-26F EPS CAGR.

m Although the acquisition adds capabilities, geography & vertical diversification,
the associated dilution outweighs the gains from integration.

= Downgrade our rating to REDUCE (from HOLD) with lower TP of Rs4,431.

Equity dilution drives earnings, target price cut & rating downgrade
Coforge has announced an initial cash-based acquisition of ~54% share capital of Cigniti
Technologies from its promoters and select public shareholders at a price of Rs1,415/share
and the remaining ~46% using a share swap at a later date and at a predetermined price.
In terms of timeline, Coforge expects to complete the initial transaction by 2QFY25F while
the details of the second leg are awaited. For our modeling, we assume 1) six-month/full-
year integration of Cigniti in FY25F/26F, 2) 60/90bp improvement in EBITDA margin
including acquisition vs. flat/~80-100 improvement commentary by Coforge, 3) lower
interest expenses, 4) a 40bp increase in D&A as a percentage of sales, and 5) an average
7.5% dilution in FY25F/26F to account both for acquisition and ESOPs. The assumption,
largely similar to those highlighted in our 19 Mar 2024 report, drives a ~6pp cut in FY24-
26F EPS CAGR to 22.7% which, in turn, lowers our target price P/E multiple to 22.7x (vs.
26.9x) despite retaining our target PE/G multiple of 1x.

Elsewhere, 4QFY24 was a miss on all fronts

4QFY24 revenue missed our estimate by 0.4% while the EBITDA margin, though up 75bp
goq, missed our estimate by 68bp. Adjusted EBITDA margin expansion of 102bp goq was
below management expectation of 150-200bp. Coforge refrained from quantifying revenue
guidance, despite a 17.3% yoy growth in executable order book over the next 12 months
at US$1,109m, robust pipeline and likely recovery in the travel vertical, while reported
EBITDA margin could be flat yoy led by wage hike in 1QFY25F, elevated SG&A expenses
and ESOP costs.

Deal wins strong and encouraging but ramp-up is critical

Coforge signed two large deals in 4QFY24, with one US$400m TCV six-year deal from a
BFS customer and another US$55m TCV three-year deal from an insurer. Executable
order book over the next 12 months provides visibility but non-quantification of guidance
implies potential execution risks amid the current macroeconomic uncertainty.

Downgrade rating to REDUCE with a lower target price of Rs4,431
We downgrade our rating on Coforge to REDUCE (from HOLD) with a revised target price
of Rs4,431 (Rs5,871 earlier) as material equity dilution in the near term outweighs the
gains from acquisition integration. Although, we increase FY24-26F US$ revenue CAGR
by 2pp to 15.3% and PAT (Rs) CAGR by 5pp, equity dilution drives ~6pp cut in EPS CAGR.
Reassessment of the acquisition leading to review of equity dilution is an upside risk to our
rating.

Financial Summary Mar-22A Mar-23A Mar-24A Mar-25F Mar-26F
Revenue (Rsm) 64,320 80,146 91,790 113,733 129,250
Operating EBITDA (Rsm) 11,155 14,058 15,053 19,335 22,619
Net Profit (Rsm) 6,753 6,943 8,081 11,447 14,071
Core EPS (Rs) 108.8 154.3 137.9 170.0 195.0
Core EPS Growth 35.3% 41.9% (10.7%) 23.3% 14.7%
FD Core P/E (x) 45.82 44.64 38.50 29.33 25.57
DPS (Rs) 52.0 64.0 76.0 94.9 115.0
Dividend Yield 1.02% 1.28% 1.52% 1.88% 2.15%
EV/EBITDA (x) 27.86 22.10 20.99 17.45 15.59
P/FCFE (x) 71.01 42.25 70.50 35.49 21.81
Net Gearing 1.3% (0.5%) 10.5% 1.6% (16.5%)
P/BV (x) 11.32 10.06 8.58 8.10 7.53
ROE 26.0% 33.0% 25.6% 29.5% 31.6%
% Change In Core EPS Estimates (5.41%) (13.14%)

InCred Research/Consensus EPS (x)
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Figure 1: Quarterly performance

Y/E Mar (Rs m) 4QFY24 4QFY23  YoY (%) 3QFY24 QoQ (%) 4QFY24F Var. (%)
Revenue (US$ m) 286.8 264.4 8.5 282.0 17 287.8 (0.4)
Revenue (Rs m) 23,585 21,700 8.7 23,233 15 23,901 (1.3)
USD-INR realization 82.2 82.1 0.2 82.4 0.2) 83.0 (1.0)
EBITDA 4,251 4,076 4.3 4,013 5.9 4,469 (4.9)
EBITDA margin (%) 18.0 18.8 (76 bp) 17.3 75 bp 18.7 (68 bp)
EBIT 3,405 3,359 14 3,202 6.3 3,657 (6.9)
EBIT margin (%) 14.4 15.5 (104 bp) 13.8 66 bp 15.3 (86 bp)
Depreciation 846 717 18.0 811 4.3 813 4.1
Net other income -452 -487 (7.2) -257 75.9 -238 89.6
PBT 2,953 2,872 2.8 2,945 0.3 3,418 (13.6)
Provision for tax 564 379 48.8 516 9.3 786 (28.3)
% tax rate 19.1 13.2 590 bp 17.5 158 bp 23.0 (390 bp)
Net profit 2,238 1,148 94.9 2,381 (6.0) 2,584 (13.4)
EPS (Rs) 35.9 18.5 94.9 38.1 (5.7) 41.4 (13.3)

Key conference-call takeaways

Guidance: Coforge expects healthy revenue growth in FY25F led by healthy
deal pipeline and executable order book over the next 12 months. The growth
trajectory will be correlated to the growth in the executable order book growth.
Coforge expects a 50bp yoy expansion in gross and adjusted EBITDA margin
in FY25F while the reported EBITDA margin could be flat yoy in FY25F.
FY26F EBITDA margin could expand by 80-100bp yoy.

4QFY24 gross and adjusted EBITDA margin was up 102bp qoq aided by a
230bp qoq improvement in utilization at 81.7% and rising offshore revenue
mix (up 30bp goq at 52.5%).

Deal wins: Coforge signed two large deals in 4QFY24, with one US$400m
TCV six-year deal from a BFS client and another US$55m TCV (~US$17m
ACV in FY25F) three-year deal from an insurance customer. Coforge also
secured other deals such as a) a three-year US$16m deal with a US insurance
company to transform its core insurance plan, b) a five-year US$35m deal to
provide application management services, and c) two deals in the public
sector business. Total order intake in 4QFY24 at US$775 was up 118.9% qoq
and 157.5% yoy. Executable order book over the next 12 months stood at
US$1,019m (up 17.3% yoy).

Investments in sales and solutioning, despite tough market conditions, have
resulted in rising velocity and median size of large deals.

One of the large accounts in the travel vertical witnessed revenue headwind
throughout in FY24 but is likely to withess revenue turnaround in
FY25F. Management expects broad based growth across verticals in FY25F.
Margins: Wage hike would be a key margin headwind in 1QFY25F. SG&A
expenses would be ~15% of revenue (15% in FY25F vs. 14.3% in FY24) and
could be a margin lever for adjusted EBITDA margin expansion in FY25F.
ESOP costs to create 50-60bp margin headwinds in FY25F.
Acquisition of Cigniti Technologies:

o Deal contours: Coforge expects to acquire ~10-15% from the promoter and
another ~10-15% from the public, which would trigger the open offer at
Rs1,415 per share. If the open offer is unsuccessful, then the promoter
would sell the remaining stake to ensure Coforge reaches the 54%
threshold. The deal values Cigniti at ~2.1x m-cap/FY24 revenue and
~23.4x FY24 PAT.

o Rationale: The acquisition helps a) create and scale retail, hi-tech and
healthcare verticals Merged entity’s retail business could reach
~US$100m per annum in revenue while the hi-tech & healthcare verticals
could reach ~US$50m in revenue, b) increase presence in South-west,
Mid-west and West US from the current exposure to the East coast and
could increase North America revenue by ~33%, c) add 28 Fortune 500
customers with significant cross-selling opportunity in the medium term. To
illustrate, Coforge was pursuing Cigniti’s largest client, a leading airline, for
over a decade, d) build horizontal Al assurance offering as the rising
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adoption of Al could drive a higher need for assurance services even as
complexities and opportunities arise in the areas such as model validation,
model performance testing, core algorithms, enterprise LLMs, and output
validations to reduce Al hallucinations, e) leverageCigniti's proven
BlueSwan platform with Coforge’s Quasar Al platform to cross-sell with
clients and capitalize on the Al assurance opportunity.

o Timeline - 45-50 days for the Competition Commission of India or CCI

approval, 60-65 days for SEBI approval, and open offer completion by mid-
Aug 2024F. Subsequently, the company would seek shareholders’
approval for the merger.

o Aspiration - Acquisition could help achieve US$2bn revenue aspiration by

FY27F and increase operating margin by 150-250bp over the same period.

Company to repay ~US$40m borrowings by 1QFY25F-end and aims to be a
net-cash company in FY25F,

Figure 2: Operating metric trend
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qoq (%) 2.7 35 7.7 4.9 3.3 3.2 4.2 4.2 46
yoy (%) 38.5 15.5 16.6 20.0 20.7 20.4 16.6 15.8 17.3
Clients (%) 4QFY22 1QFY23 2QFY23 3QFY23 4QFY23 1QFY24 2QFY24 3QFY24 4QFY24
Top 5 23.1 22.9 23.1 23.9 23.0 25.1 23.5 22.7 23.0
Top 6-10 11.9 12.6 12.7 12.4 12.5 12.6 11.7 11.6 11.4
Non-top 10 65.0 64.5 64.2 63.7 64.5 62.3 64.8 65.7 65.6
Clients (US$m) 4QFY22 1QFY23 2QFY23 3QFY23 4QFY23 1QFY24 2QFY24 3QFY24 4QFY24
Top 5 54 55 57 60 61 68 65 64 66
Top 6-10 28 30 31 31 33 34 33 33 33
Non-top 10 151 154 159 160 171 169 180 185 188
Clients yoy (%) 4QFY22 1QFY23 2QFY23 3QFY23 4QFY23 1QFY24 2QFY24 3QFY24 4QFY24
Top 5 24.8 11.3 19.1 7.7 13.3 24.8 14.6 6.4 8.5
Top 6-10 39.7 33.3 40.3 29.2 19.5 13.9 3.8 4.8 -1.1
Non-top 10 38.2 20.3 11.2 13.2 12.9 10.0 13.7 15.6 10.3
Clients qoq (%) 4QFY22 1QFY23 2QFY23 3QFY23 4QFY23 1QFY24 2QFY24 3QFY24 4QFY24
Top 5 -3.9 1.8 4.3 5.5 1.1 12.2 -4.2 -2.0 3.0
Top 6-10 14.5 8.8 4.3 -0.5 5.9 3.6 -5.0 0.5 -0.1
Non-top 10 6.7 1.9 3.0 1.2 6.4 -0.7 6.4 2.8 15
Incremental revenue (US$m) 4QFY22 1QFY23 2QFY23 3QFY23 4QFY23 1QFY24 2QFY24 3QFY24 4QFY24
Top 5 -2.2 1.0 2.4 3.1 0.7 7.4 -2.9 -1.3 2.0
Top 6-10 35 2.4 1.3 -0.1 1.8 1.2 -1.7 0.2 -0.0
Non-top 10 9.5 2.9 4.5 1.8 10.2 -1.2 10.9 5.1 2.9
Per employee analysis 4QFY22 1QFY23 2QFY23 3QFY23 4QFY23 1QFY24 2QFY24 3QFY24 4QFY24
Revenue (US$m) - TTM 867 906 940 970 1,002 1,035 1,066 1,096 1,119
Employees (average TTM) 21,477 22,040 22,591 22,685 22,866 23,236 23,648 24,173 24,549
Revenue per employee (TTM) 40,346 41,085 41,592 42,747 43,808 44,534 45,078 45,352 45,571
Figure 3: Change in our earnings estimates
FY25F FY26F
Y/E Mar (Rs m) New Old % change New Old % change
US$ revenue 1,354 1,273 6.4 1,503 1,438 4.5
Revenue 1,13,733 1,06,927 6.4 1,29,250 1,23,674 4.5
EBIT 14,859 15,397 -3.5 17,765 18,304 -2.9
EBIT margin (%) 13.1 14.4 (134) bp 13.7 14.8 (106) bp
Net PAT 11,447 11,213 2.1 14,071 13,622 3.3
EPS (Rs) 170.0 179.7 -5.4 195.0 224.5 -13.1
Figure 4: Coforge is trading at a one-year forward P/E multiple of ~26x
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BY THE NUMBERS
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Profit & Loss

(Rs mn) Mar-22A Mar-23A Mar-24A Mar-25F Mar-26F
Total Net Revenues 64,320 80,146 91,790 113,733 129,250
Gross Profit 20,584 26,087 29,910 37,532 42,652
Operating EBITDA 11,155 14,058 15,053 19,335 22,619
Depreciation And Amortisation (2,272) (2,585) (3,186) (4,475) (4,853)
Operating EBIT 8,883 11,473 11,867 14,859 17,765
Financial Income/(Expense) (538) (634) (1,186) 41 491
Pretax Income/(Loss) from Assoc.

Non-Operating Income/(Expense) 406 4 30 57 65
Profit Before Tax (pre-El) 8,751 10,843 10,711 14,957 18,321
Exceptional Items

Pre-tax Profit 8,751 10,843 10,711 14,957 18,321
Taxation (1,468) (2,061) (2,093) (3,291) (4,031)
Exceptional Income - post-tax (1,326) (261)

Profit After Tax 7,283 7,456 8,357 11,667 14,291
Minority Interests (530) (513) (276) (220) (220)

Preferred Dividends
FX Gain/(Loss) - post tax
Other Adjustments - post-tax

Net Profit 6,753 6,943 8,081 11,447 14,071
Recurring Net Profit 6,753 9,595 8,603 11,447 14,071
Fully Diluted Recurring Net Profit 6,753 9,595 8,603 11,447 14,071
Cash Flow

(Rs mn) Mar-22A Mar-23A Mar-24A Mar-25F Mar-26F
EBITDA 11,155 14,058 15,053 19,335 22,619
Cash Flow from Invt. & Assoc.

Change In Working Capital (1,433) (1,027) (2,800) (4,012) (228)
(Incr)/Decr in Total Provisions

Other Non-Cash (Income)/Expense (530) (513) (276) (220) (220)
Other Operating Cashflow

Net Interest (Paid)/Received (650) (806) (1,256) (300)

Tax Paid (2,646) (2,800) (3,661) (3,291) (4,031)
Cashflow From Operations 5,896 8,912 7,060 11,512 18,140
Capex (1,541) (1,582) (2,655) (2,400) (2,200)

Disposals Of FAs/subsidiaries
Acq. Of Subsidiaries/investments

Other Investing Cashflow (8,023) (1,134) 177 398 556
Cash Flow From Investing (9,564) (2,716) (2,478) (2,002) (1,644)
Debt Raised/(repaid)

Proceeds From Issue Of Shares
Shares Repurchased

Dividends Paid (3,748) (4,285) (4,781) (6,296) (7,739)
Preferred Dividends

Other Financing Cashflow 2,190 (1,297) (566)

Cash Flow From Financing (1,558) (5,582) (5,347) (6,296) (7,739)
Total Cash Generated (5,226) 614 (765) 3,214 8,757
Free Cashflow To Equity 4,355 7,330 4,405 9,112 15,940

Free Cashflow To Firm (3,018) 7,002 5,838 9,810 16,496
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BY THE NUMBERS...cont’d

Balance Sheet

(Rs mn) Mar-22A Mar-23A Mar-24A Mar-25F Mar-26F
Total Cash And Equivalents 4,535 5,787 3,352 6,566 15,323
Total Debtors 13,894 16,131 18,039 23,884 25,462
Inventories
Total Other Current Assets 3,780 4,146 4,634 4,634 4,634
Total Current Assets 22,209 26,064 26,025 35,084 45,419
Fixed Assets 6,014 6,866 7,629 5,554 2,900
Total Investments 2,719 2,484 2,339 2,339 2,339
Intangible Assets 14,821 16,299 16,133 16,133 16,133
Total Other Non-Current Assets 3,781 5,121 8,951 8,951 8,951
Total Non-current Assets 27,335 30,770 35,052 32,977 30,323
Short-term Debt 594 454 1,544 1,544 1,544
Current Portion of Long-Term Debt
Total Creditors 6,160 6,481 8,062 9,895 11,245
Other Current Liabilities 5,038 10,458 5,709 5,709 5,709
Total Current Liabilities 11,792 17,393 15,315 17,148 18,498
Total Long-term Debt 4,302 5,168 5,716 5,716 5,716
Hybrid Debt - Debt Component
Total Other Non-Current Liabilities 5,136 2,574 2,777 2,777 2,777
Total Non-current Liabilities 9,438 7,742 8,493 8,493 8,493
Total Provisions
Total Liabilities 21,230 25,135 23,808 25,641 26,991
Shareholders Equity 27,331 30,825 36,266 41,417 47,749
Minority Interests 983 874 1,003 1,003 1,003
Total Equity 28,314 31,699 37,269 42,420 48,752
Key Ratios

Mar-22A Mar-23A Mar-24A Mar-25F Mar-26F
Revenue Growth 37.9% 24.6% 14.5% 23.9% 13.6%
Operating EBITDA Growth 41.8% 26.0% 7.1% 28.4% 17.0%
Operating EBITDA Margin 17.3% 17.5% 16.4% 17.0% 17.5%
Net Cash Per Share (Rs) (5.82) 2.65 (62.63) (10.30) 111.75
BVPS (Rs) 440.34 495.82 581.18 615.15 661.75
Gross Interest Cover 13.67 14.23 9.45 49.53
Effective Tax Rate 16.8% 19.0% 19.5% 22.0% 22.0%
Net Dividend Payout Ratio 46.7% 48.1% 56.9% 55.0% 55.0%
Accounts Receivables Days 69.73 68.37 67.94 67.27 69.68
Inventory Days
Accounts Payables Days 39.88 42.68 42.89 43.01 44.55
ROIC (%) 44.9% 29.9% 30.2% 27.9% 31.8%
ROCE (%) 25.2% 26.3% 23.3% 24.6% 26.2%
Return On Average Assets 18.3% 17.5% 16.2% 18.0% 19.3%
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